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The military uses the expression "need to know," 
MEANING IT IS NOT NECESSARY TO INFORM SOMEONE ABOUT A 
SUBJECT UNLESS THE INDIVIDUAL HAS A GENUINE NEED FOR THAT 
INFORMATION AND COULD NOT FUNCTION WITHOUT IT.
That need for information is certainly the case of 
TODAY'S SUBJECT: HOW SHOULD THE OWNER OF A SMALL BUSINESS 
GO ABOUT GETTING A BANK LOAN IN A WAY THAT PROMISES THE 
BEST CHANCE FOR SUCCESS? AS BUSINESS OWNERS, YOU HAVE A 
"NEED TO KNOW."
Probably no one is more aware of the power a bank can 
WIELD THAN THE ENTREPRENEUR WHO HAS BEEN TURNED DOWN FOR A 
loan. Those who have been successful in borrowing funds 
FROM A BANK WILL ALSO QUICKLY FIND OUT HOW MUCH POWER CAN 
BE WIELDED WHEN THEY HAVE TROUBLE REPAYING.
According to the U.S. Small Business Administration, 
THE INDEPENDENT FEDERAL AGENCY CREATED BY CONGRESS IN 1953 
TO ASSIST, COUNSEL AND SUPPORT THE MILLIONS OF SMALL 
BUSINESSES IN AMERICA, IT APPROVED OVER SIXTEEN THOUSAND 
GENERAL BUSINESS LOANS TOTALLING MORE THAN $3 BILLION IN 
FISCAL 1986. IN ADDITION, THERE WERE LOANS GRANTED TO 
SMALL BUSINESSES FROM OTHER BANKS OR SAVINGS AND LOAN
INSTITUTIONS.
With the application of a few basic principles, the 
ACT OF APPLYING FOR A LOAN IS RELATIVELY UNCOMPLICATED AND 
STRAIGHTFORWARD. IT IS A PROCESS CPAS UNDERSTAND WELL 
BECAUSE WE ROUTINELY HELP SMALL BUSINESS OWNERS SECURE 
LOANS.
Business people definitely have a need to know the 
BASIC PRINCIPLES THAT GOVERN HOW TO APPLY FOR A LOAN. 
because it is common practice, you might conclude people 
KNOW ALL ABOUT IT. BUT, THAT ISN'T THE CASE. AND WHEN 
YOU HAVE RAPIDLY CHANGING ECONOMIC CONDITIONS, IT BECOMES 
ALL THE MORE IMPORTANT TO KNOW HOW TO GET A LOAN.
Banking is a competitive business. It is as much a 
PROFIT-ORIENTED OPERATION AS ANY OTHER COMMERCIAL 
business. Every bank is trying to outdo its competitors 
BY OFFERING SUCH THINGS AS CERTIFICATES OF DEPOSITS. 
INSURANCE AND COMMERCIAL ACCOUNTS, COUPLED WITH FASTER AND 
MORE CONVENIENT SERVICES.
Certainly, we are edging closer and closer to a time 
WHEN IT WILL BE POSSIBLE TO CONDUCT ALL OUR BANKING 
ACTIVITIES WITHOUT DEALING WITH ANOTHER HUMAN BEING. BUT 
THAT IS NOT LIKELY TO BE TRUE WHEN IT COMES TO BUSINESS 
LOANS. YOU WILL ALWAYS HAVE TO DEAL WITH A BANKER WHEN 
YOU WANT A BUSINESS LOAN. AND THAT BANKER WILL ALWAYS 
DEMAND SPECIFIC INFORMATION. BECAUSE THE BANKER ALSO HAS 
A "NEED TO KNOW."
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Bankers want to know how management runs the 
business. Because for them, the critical element in the 
loan process is your ability to repay the loan.
I CAN HEAR YOU THINKING, "ALL RIGHT. INFORMATION IS 
NO PROBLEM. I HAVE NOTHING TO HIDE. MY BOOKS ARE OPEN AND 
I'LL GIVE THE BANK ALL THE INFORMATION IT WANTS." BUT, 
THERE'S A RIGHT WAY AND A WRONG WAY TO GO ABOUT THIS.
That is what I  want to focus on: The right way to go about 
PREPARING YOUR BUSINESS TO APPLY FOR A BANK LOAN.
Even though you may know more about your business than 
ANYONE ELSE, ASK YOURSELF IF YOU ARE THE MOST QUALIFIED 
PERSON TO PRESENT YOUR BUSINESS TO A PROFESSIONAL ANALYST 
SO THAT IT APPEARS IN THE BEST LIGHT. CAN YOU DEMONSTRATE 
QUALITY MANAGEMENT OF YOUR BUSINESS? ARE YOU WILLING TO 
BET YOUR FUTURE ON THAT?
Unfortunately, in many cases, the answers to these
QUESTIONS ARE "NO," OR AT BEST "MAYBE."
BEFORE WE GO ANY FURTHER, ASK YOURSELF THIS IMPORTANT 
question, "Will a bank loan solve my problems?" To arrive 
AT AN HONEST ANSWER. ASK YOURSELF THESE THREE QUESTIONS:
1) WHY DO I  WANT A BANK LOAN? 2) DOES MY BUSINESS NEED A 
BANK LOAN? 3) WILL THE BANK LOAN SOLVE MY COMPANY'S 
FINANCIAL PROBLEMS?
The answers to these questions will help you to avoid
POSTPONING THE INEVITABLE —  THE FAILURE OF YOUR
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business. Bankers will be on the lookout for situations 
SUCH AS THIS AND WILL NOT ISSUE LOANS THAT MAY ONLY BE 
QUICK FIXES TO SOME MAJOR BUSINESS PROBLEMS.
Bankers recognize —  and this is confirmed by Dun & 
BRADSTREET —  THAT THE MAIN REASON BUSINESSES FAIL IS POOR 
MANAGEMENT. CERTAINLY, BUSINESSES MAY COLLAPSE FROM A 
LACK OF FUNDS, BUT WHAT CAUSES THAT SITUATION? POOR 
MANAGEMENT. INSUFFICIENT CAPITAL IS A SYMPTOM, NOT AN 
ILLNESS. KEEP THIS IN MIND —  BANKS ARE IN THE BUSINESS 
OF MAKING LOANS. WHILE THEY ARE SEEKING CLIENTS, THEY 
ALSO VIEW POTENTIAL CLIENTS WITH A SKEPTICAL EYE. TO 
AVOID LOSSES, BANKERS MUST BE ALERT TO A POSSIBLE SIGN 
THAT A BUSINESS SEEKING A LOAN COULD BE IN TROUBLE.
Granted, there are many reasons for seeking a loan.
On the other hand, there is really only one reason for the 
BANKER TO GIVE IT TO YOU. THAT IS, OF COURSE. THAT IT 
WILL BE PROFITABLE FOR THE BANK. SO, BEFORE YOU EVEN 
THINK ABOUT APPROACHING THE LOAN OFFICE, REVIEW IN YOUR 
MIND THE QUESTION —  WILL A LOAN REALLY SOLVE THE 
COMPANY'S PROBLEMS? IF NOT. YOUR NEED LIES IN ANOTHER 
DIRECTION.
There are many perfectly good reasons for wanting a 
loan. Expanding existing lines of business is one.
Opening a branch or introducing a new product is another. 
But getting a loan to satisfy creditors without a 
MANAGEMENT STRATEGY TO IMPROVE YOUR FINANCIAL SITUATION
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WOULD NOT BE LOOKED UPON FAVORABLY BY A BANKER. IF YOU 
CAN'T PAY OFF YOUR CREDITORS NOW, YOU PROBABLY WON'T BE 
ABLE TO NEXT TIME EITHER. AND A BANKER SIMPLY CANNOT TAKE 
THAT RISK.
SO, YOU'VE GOT TO DETERMINE WHAT THE COMPANY'S 
PROBLEMS ARE, AND WHETHER A LOAN WILL SOLVE THEM. THIS IS 
WHERE BUSINESS OWNERS CAN USE THE HELP OF A CPA.
HOW CAN CPAS HELP? CPAS WILL REVIEW SIGNIFICANT 
ASPECTS OF YOUR BUSINESS INCLUDING KEY RATIOS FOR 
DEVELOPING TRENDS. THEY WANT TO MAKE SURE THAT YOUR 
BUSINESS IS A GOING CONCERN FIRST. WHY? BECAUSE THAT 
ANSWERS THE QUESTIONS THE BANKER RAISES IN DETERMINING IF 
THE LOAN SHOULD BE GRANTED: CAN YOU GENERATE THE INCOME TO 
PAY IT?
What the CPA is  doing, in effect, is predetermining 
WHETHER OR NOT YOUR COMPANY'S OPERATIONS ARE MANAGED 
PROPERLY. IF SO, YOU AND YOUR COMPANY ARE GOING TO GO 
AHEAD AND COMPLETE PREPARATIONS FOR APPLYING FOR THE 
LOAN. AND EVEN IF a PROBLEM TURNS UP —  WHAT CPAs CALL 
"CONTRARY INFORMATION" —  IT WILL BE BALANCED AGAINST ANY 
MITIGATING CIRCUMSTANCES. SOMETIMES, WHAT INITIALLY LOOKS 
LIKE A PROBLEM CAN BE EXPLAINED WITH RELATIVELY EASY
ANSWERS.
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The next step is to portray the business in its best
LIGHT. HOW?
THE CPA WILL STUDY THE HISTORY OF THE BUSINESS. USING 
THIS AS A BASIS. A PROJECTION FOR THE FUTURE OF THE 
BUSINESS CAN BE DRAWN. THAT PROJECTION TOUCHES ALL 
ASPECTS OF A BUSINESS: PRODUCTION. SUPPLIERS, CUSTOMERS, 
CASH FLOW, AND PROFIT MARGINS, AND LAYS OUT THE COMPANY'S 
FUTURE FOR THE BANKER IN A WAY THAT HELPS HIM OR HER JUDGE
THE PROBABILITY OF RECOVERING THE LOAN.
This projection has two purposes. It demonstrates 
THAT THE BUSINESS IS MANAGED SO THAT IT WILL BE 
PROFITABLE, WHILE AT THE SAME TIME DETERMINING THE SIZE OF 
THE LOAN, AS WELL AS THE REPAYMENT SCHEDULE AND INTEREST 
RATES THE BUSINESS CAN HANDLE.
This projection, along with financial statements 
SHOWING THE HISTORICAL PERFORMANCE OF YOUR BUSINESS, WILL 
BE USED BY THE BANK'S LENDING OFFICER TO DETERMINE YOUR 
CASE.
The information that can be drawn from financial 
STATEMENTS ALONE WILL PROBABLY SURPRISE YOU IN ITS SCOPE. 
YOU KNOW THAT FINANCIAL STATEMENTS DISCLOSE YOUR EARNINGS 
AND FINANCIAL WORTH. BUT, DID YOU REALIZE THAT 
KNOWLEDGEABLE READERS OF FINANCIAL STATEMENTS, SUCH AS 
BANK LOAN OFFICERS, ALSO WORK UP KEY RATIOS —  COMPANY 
DEBT TO TOTAL ASSETS, NET PROFIT TO SALES, AND NET INCOME
TO INDUSTRY AVERAGES —  UPON WHICH DECISIONS CAN BE MADE.
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This information can tell them whether or not your profit 
IS ENOUGH to guarantee the continued existence of your
BUSINESS.
As A BUSINESS OWNER, YOU ARE NOW IN THE STRONGEST 
POSITION FROM WHICH TO APPROACH THE BANK FOR A LOAN. AT 
THIS POINT. BECAUSE OF THE REVIEW OF YOUR ORGANIZATION,
YOU KNOW YOUR WEAKNESSES AND STRENGTHS.
A BANKER WILL REVIEW A LOAN APPLICATION FROM MANY 
DIFFERENT STANDPOINTS. THEY INCLUDE THE "CHARACTER" OF 
THE APPLICANT. THE "COLLATERAL" AVAILABLE AND THE 
"CAPACITY" OF THE BUSINESS —  SOMETIMES REFERRED TO AS THE 
"Three C's." While this information is important, the 
BANKER WILL BE MOST INTERESTED BY THE IMMEDIATE PAST
PERFORMANCE OF THE BUSINESS.
Emphasis on past performance creates a different 
SITUATION FOR A NEW COMPANY. SINCE IT HAS NO PAST 
PERFORMANCE TO OFFER AS A TESTIMONY TO ITS WORTHINESS OR 
TO PREDICT ITS FUTURE, BANKS ARE RELUCTANT TO APPROVE
LOANS TO THEM.
FORTUNATELY, THE SMALL BUSINESS ADMINISTRATION AND THE 
Small Business Investment Corporation will help new 
BUSINESSES WITH FUNDING WHEN THEY ARE UNABLE TO GET IT 
FROM OTHER SOURCES. IN THESE INSTANCES, TOO, A CPA SHOULD 
BE CONSULTED.
I HOPE THAT AT THIS POINT IT HAS BECOME APPARENT TO 
YOU AS SMALL BUSINESS OWNERS THAT A BANK LOAN IS NOT
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ALWAYS THE SOLUTION WHEN INCREASED CASH FLOW IS NECESSARY. 
In many problem situations, a solution requires the 
ABILITY TO RE-EVALUATE BOTH YOUR MANAGEMENT STRATEGY AND 
YOUR FUTURE PROJECTIONS OF PROFIT AND LOSS. IN DOING 
THIS, THE PROCESS BECOMES EASIER WITH THE ADVICE OF 
PROFESSIONALS.
With the number of businesses that fail during a given 
YEAR STEADILY INCREASING. IT SUGGESTS THAT SMALL BUSINESS 
OWNERS NEED TO BE FULLY AWARE OF WHAT IS REQUIRED TO 
OPERATE ON A LONG-TERM BASIS AND ALSO HOW TO HANDLE THE 
FINANCIAL PLUSSES AND MINUSES.
IN SUMMARY. THEN. HERE'S WHAT BUSINESS OWNERS OUGHT TO 
DO TO IMPROVE CHANCES FOR OBTAINING THAT BANK LOAN.
* First, determine whether or not you really need 
THE LOAN —  IF IT WILL SOLVE YOUR COMPANY'S 
PROBLEMS. MOST BUSINESS FAILURES AND 
PROBLEMS ARE DUE TO MANAGEMENT PROBLEMS, NOT A 
LACK OF FUNDS. REMEMBER, A LOAN WILL NOT 
NECESSARILY SOLVE YOUR PROBLEMS, MAKING THIS 
FIRST STEP MUCH MORE CRUCIAL.
* Second, determine how big a loan you need and
CALCULATE A REPAYMENT SCHEDULE AND INTEREST RATE
YOU CAN HANDLE COMFORTABLY.
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Third, draw up a realistic projection of your 
COMPANY'S FUTURE BASED ON ITS PAST PERFORMANCE. 
The projection must reflect the fact that your 
BUSINESS IS PROFITABLE. SHOW HOW YOU HAVE 
PLANNED IN THE PAST AND CARRIED OUT THE PLAN TO
GET TO THE PREDETERMINED POINT AT WHICH YOU NOW
FIND YOURSELF.
Finally, have your CPA prepare your financial 
STATEMENTS BASED ON GENERALLY ACCEPTED ACCOUNTING 
principles. This will give the banker all the 
INFORMATION NECESSARY TO DECIDE ON YOUR CASE.
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